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SUMMARY  OF  RECOMMENDATIONS 

This  listing  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the 
report  and  the  department's  reply. 


Recommendation  #1 

The  Secretary  of  State's  Office: 

A.  Analyze  and  identify  all  UCC  Bureau  costs 
associated  with  administering  the  central- 
ized filing  program. 

Agency  Response:  Concur.  See  page  17. 

B.  Transfer  the  fund  balance  from  its  Uniform 
Commercial  Code  Special  Revenue  Fund  to  the 
General  Fund  as  required  by  law  and  consider 
seeking  legislation  allowing  the  UCC  Bureau 
to  build  a  fund  balance. 

Agency  Response:   Concur.  See  page  17. 

C.  Develop  an  "Income  Model"  to  help  analyze 
the  impact  of  changes  in  revenues  and 
expenditures  over  a  period  of  time  and  to 
help  establish  fees  commensurate  with  costs. 

Agency  Response:   Concur.  See  page  18. 


Recommendation  #2 

The  Secretary  of  State's  Office: 

A.  Restrictively  endorse  all  checks  immediately 
upon  receipt  in  accordance  with  state  policy. 

Agency  Response:   Concur.  See  page  18. 

B.  Establish  procedures  to  ensure  check  receipts 
are  properly  secured  in  accordance  with  state 
policy. 

Agency  Response:  Concur.  See  page  18. 

C.  Deposit  cash  receipts  in  the  State  Treasury 
on  a  timely  basis  in  accordance  with  state 
law. 

Agency  Response:  Concur.   See  page  18. 
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SUMMARY  OF  RECOMMENDATIONS  (continued) 
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Recommendation  #3 

The  Secretary  of  State's  Office  maintain  documenta- 
tion supporting  all  journal  voucher  transactions  input 
to  the  state's  accounting  system. 

Agency  Response:   Concur.  See  page  18. 

Recommendation  #4 

The  Secretary  of  State's  Office  seek  legislation 

establishing  authority  to  set  the  rate  charged 

for  information  reproduced  on  computer  medium. 

Agency  Response:  Concur.  See  page  19. 


INTRODUCTION 

We  performed  a  financial-compliance  audit  of  the  Office  of  the  Secretary  of 
State  for  the  two  fiscal  years  ended  June  30,  1988.  The  audit  objectives  were  to: 

1)  Determine  office  compliance  with  applicable  laws  and  regulations. 

2)  Make  recommendations  for  improvements  in  the  management  and 
internal  controls  of  the  office. 

3)  Determine  if  the  financial  schedules  present  fairly  the  results  of 
operations  of  the  office  for  the  two  fiscal  years  ended  June  30,  1988. 

4)  Determine  the  implementation  status  of  prior  audit  recommendations. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and  disclosed  the 
costs,  if  significant,  of  implementing  the  recommendations  made  in  this  report. 


BACKGROUND 

The  Office  of  the  Secretary  of  State  was  established  by  Article  VI,  Section  1 , 
of  the  Montana  Constitution  and  the  office's  duties  are  set  forth  in  Title  2, 
Chapter  15,  Part  4,  of  the  Montana  Code  Annotated  (MCA).  The  office  files, 
maintains,  and  preserves  the  permanent  records  of  the  state  and  certain  public 
interest  records  of  private  citizens.  The  office  also  publishes  the  Montana 
Administrative  Register  (MAR)  and  the  Administrative  Rules  of  Montana  (ARM). 
As  the  chief  election  officer,  the  Secretary  of  State  maintains  uniformity  in  the 
application  of  the  election  laws  and  retains  election  records  through  the  Elections 
Bureau  within  his  office.  The  Secretary  of  State  is  authorized  24  full-time  equivalent 
employees  during  fiscal  year  1988-89.  Currently,  the  office  operates  with  eight  of 
its  employees  exempt  from  the  provisions  of  the  statewide  classification  plan. 

The  Montana  Agricultural  Lien  program  created  by  the  49th  Legislature  was 
the  first  in  the  nation  to  become  fully  operational.  Over  the  past  biennium,  the 
Secretary  of  State  has  placed  emphasis  upon  the  creation  of  a  computer  database  to 
process  this  information. 

UNIFORM  COMMERCIAL  CODE  BUREAU 

State  law  requires  the  Uniform  Commercial  Code  Bureau  (UCC)  to  set  fees 
commensurate  with  costs  and  to  transfer  the  fund  balance  in  the  UCC  Special 
Revenue  Fund  to  the  General  Fund  at  fiscal  year-end.  Office  management  expressed 
concern  that  due  to  an  unexpected  decrease  in  the  volume  of  agricultural  lien  filings 
during  fiscal  year  1988-89,  the  bureau  would  not  have  sufficient  resources  to  pay  for 


the  cost  of  its  operations.  In  response  to  management's  concerns  we  conducted  a 
review  of  the  UCC  Bureau's  method  of  funding  operations  with  the  objective  of 
recommending  a  potential  solution  to  the  concerns. 

The  UCC  Bureau  charges  filing  fees  to  maintain  and  preserve  permanent 
records  of  the  state  and  certain  public  interest  records  of  private  citizens.  In  1985 
the  Legislature  created  the  agricultural  lien  program  to  be  administered  by  the 
Secretary  of  State  and  the  UCC  Bureau.  This  program  centralizes  state  filing  of 
agricultural  liens  and  provides  direct  access  for  subscribers  who  have  a  regular  need 
for  secured  transaction  filing  information.  According  to  state  statute  the  UCC 
Bureau  shall  charge  fees  commensurate  with  its  costs.  The  UCC  Bureau  is  funded 
through  a  Special  Revenue  Fund. 

During  the  first  half  of  fiscal  year  1988-89,  filings  for  agricultural  liens  have 
dropped  considerably,  leaving  the  UCC  Bureau  in  an  unfavorable  financial  situation. 
We  contacted  the  Farmers  Home  Administration  and  bank  examiners  at  the 
Department  of  Commerce  about  the  reduction  in  agricultural  lien  filings.  They 
indicated  a  poor  business  climate,  combined  with  a  reduction  in  agricultural  loans  are 
reasons  for  the  decline.  We  also  contacted  Secretary  of  State  Offices  in  surrounding 
states  and  found  agricultural  lien  filings  are  down  in  those  states.  Another  reason 
for  the  reduction  in  filings  could  be  the  filings  are  "leveling  off."  The  number  of 
filings  in  the  first  three  years  of  the  centralized  filing  program  may  have  been 
significantly  higher  because  start  up  of  the  program  required  that  liens  established 
in  past  years  be  placed  on  the  system.  Federal  agricultural  lien  filings  cover  a  five 
year  period.  When  the  centralized  filing  program  was  initiated  all  the  filings, 
whether  in  the  first,  second,  third,  or  fourth  year,  had  to  be  entered  on  the 
centralized  filing  system. 

The  Secretary  of  State  is  considering  several  alternatives  to  resolve  the 
bureau's  financial  problems. 

1 .  The  bureau  has  recently  proposed  increasing  filing  fees  for  all  UCC 
filings. 

2.  The  bureau  is  considering  combining  the  UCC  Bureau  with  the 
Corporate  Bureau.  This  would  eliminate  one  bureau  chief  position. 

3.  The  Secretary  of  State  is  considering  reducing  other  FTE  in  the  UCC 
Bureau.   The  bureau  currently  has  four  FTE. 

All  of  the  above  alternatives  appear  to  be  viable  solutions  to  the  UCC  revenue 
problems.  In  addition,  according  to  Secretary  of  State  personnel,  there  has  never 
been  an  analysis  of  what  the  costs  are  to  process  filings.  We  noted  several  examples 
where  the  UCC  Bureau  is  not  recovering  costs: 


1.  The  UCC  Bureau  is  not  charging  fees  for  termination  statements  or 
computer  printouts  of  collateral  descriptions.  The  bureau  is  not 
charging  for  termination  statements  because,  in  the  past,  customers 
would  not  file  for  terminations.  Consequently,  long  lists  of  liens 
which  should  have  been  terminated  remained  on  the  computer  system. 
Secretary  of  State  personnel  believe  that  allowing  customers  to 
terminate  a  lien  at  no  cost  would  motivate  them  to  file  for 
terminations. 

There  is  also  no  fee  for  computer  printouts  of  collateral  descriptions 
because  the  bureau  cannot  monitor  who  is  accessing  the  system. 
Customers  can  print  collateral  information  from  the  screen  and  receive 
the  information. 

The  time  spent  and  the  materials  used  by  the  UCC  in  providing  these 
services  is  a  cost  to  the  bureau.  In  order  to  recover  these  costs,  the 
bureau  could  consider  charging  for  these  services  as  part  of  the 
original  Agricultural  Lien  filing. 

2.  In  the  last  year  the  UCC  Bureau  made  the  decision  to  convert  the 
master  list  for  farm  products  to  microfiche.  The  master  list  had 
previously  been  on  paper  and  is  sent  monthly  to  customers.  To 
encourage  customers  to  use  the  microfiche  the  decision  was  made  to 
charge  $9.40  for  copies  of  the  microfiche.  According  to  UCC 
personnel  it  costs  the  UCC  more  than  $9.40  for  the  microfiche.  Two 
customers  receive  the  master  list  on  magnetic  tape  and  are  charged 
$9.00.  Bureau  personnel  indicated  the  tapes  cost  them  between  515- 
$20. 

3.  The  Secretary  of  State's  Office  is  one  of  the  few  in  the  country  that 
allows  public  access.  Members  of  the  public  are  allowed  to  access  the 
Secretary  of  State's  computer  system  and  gather  lien  information.  The 
cost  to  the  Secretary  of  State's  Office  to  administer  the  program  is 
approximately  $30,000  a  year.  The  office  charges  the  public  $2.00 
to  print  the  information  from  the  computer.  Approximately  2,400 
liens  were  printed  during  the  last  fiscal  year  amounting  to  only  $4,800 
in  revenues.  The  Secretary  of  State's  Office  has  consulted  with  the 
Information  Services  Division  about  the  problem  and  they  have 
suggested  the  Secretary  of  State  charge  a  subscription  fee  to  cover  the 
costs  for  the  program. 

An  analysis  of  UCC  Bureau  costs  is  necessary  to  determine  what  filing  fees  should 
be.  This  may  be  performed  by  UCC  Bureau  staff. 

The  office  did  not  transfer  the  fund  balance  resulting  from  the  filing  of  UCC 
secured  transactions  into  the  General  Fund  as  required  by  state  law.  Section  30-9- 
403,  MCA,  requires  the  office  to  transfer  the  fund  balance  in  the  UCC  Special 
Revenue  Fund  to  the  General  Fund  at  fiscal  year-end.  This  transfer  was  not  made 
at  the  end  of  fiscal  years  1985-86,  1986-87,  and  1987-88  causing  an  understatement 
of  the  state  General  Fund  balance  amounting  to  $162,057  at  fiscal  year-end  1988. 
Agency  personnel  stated  the  transfer  was  not  made  because  they  did  not  know  how 


to  make  the  correct  entry.  A  Department  of  Administration  official  indicated  that 
the  department's  Accounting  Division,  which  writes  most  state  accounting  policy, 
could  provide  guidance  to  the  office  on  how  to  record  the  transfer  of  funds  to  the 
General  Fund. 

Because  the  UCC  Bureau  is  funded  through  a  special  revenue  fund  and  any 
fees  collected  in  excess  of  its  costs  are  to  be  transferred  to  the  General  Fund,  the 
bureau  is  not  allowed  to  keep  any  reserves  to  compensate  for  unexpected  reductions 
in  revenues.  The  number  of  total  paid  filings  has  ranged  from  41,822  to  72,074  for 
the  past  three  years  and  is  estimated  at  approximately  35,000  this  year.  If  the 
reduction  in  filings  is  solely  caused  by  economic  conditions  which  influence  the 
number  of  filings  and  may  occur  in  certain  years,  then  a  change  in  legislation  may 
be  needed  to  allow  the  UCC  Bureau  to  build  up  a  reserve.  Fees  should  continue  to 
be  established  based  on  cost,  but  a  fund  balance  could  be  used  as  a  reserve  while  the 
office  monitors  revenues.  Fees  could  then  be  adjusted  up  or  down  depending  on  the 
revenue  situation. 

Once  a  cost  analysis  is  complete  the  bureau  could  prepare  an  "Income  Model" 
to  help  analyze  the  impact  of  changes  in  revenues  and  expenditures.  An  "Income 
Model"  would  enable  the  bureau  to  identify  the  fees  to  charge  that  are  commensurate 
with  costs. 

RECOMMENDATION  #1 

We  recommend  the  Secretary  of  State's  Office: 

A.  Analyze  and  identify  all  UCC  Bureau  costs  associated  with 
administering  the  centralized  filing  program. 

B.  Transfer  the  fund  balance  from  its  Uniform  Commercial  Code  Special 
Revenue  Fund  to  the  General  Fund  as  required  by  law  and  consider 
seeking  legislation  allowing  the  UCC  Bureau  to  build  a  fund  balance. 

C.  Develop  an  "Income  Model"  to  help  analyze  the  impact  of  changes  in 
revenues  and  expenditures  over  a  period  of  time  and  to  help  establish 
fees  commensurate  with  costs. 


CASH  CONTROLS 

The  office  does  not  control  cash  collections  in  the  manner  prescribed  by  state 
law  and  state  accounting  policy.  Our  audit  identified  the  following  three  concerns 
which  increase  the  risk  that  receipts  could  be  lost  or  misused. 


Restrictive  Endorsement 

The  office  does  not  restrictively  endorse  checks  as  required  by  state  policy. 
State  policy  requires  restrictive  endorsement  of  checks  immediately  upon  initial 
receipt.  By  restrictively  endorsing  checks,  the  office  would  reduce  the  likelihood 
that  checks  may  be  improperly  cashed  by  an  unauthorized  person. 

UCC  Bureau  employees  do  not  place  a  restrictive  endorsement  on  checks 
immediately  upon  opening  the  mail.  Instead  the  checks  are  first  processed  by  UCC 
employees  and  then  sent  to  the  front  desk  where  another  employee  restrictively 
endorses  the  checks  and  posts  a  fee  sheet.  Office  personnel  estimate  that  checks  are 
not  restrictively  endorsed  until  one  full  business  day  after  receipt.  An  office  manager 
indicated  he  was  unaware  that  checks  were  not  immediately  endorsed  in  the  UCC 
Bureau. 

Safeguarding  Receipts 

The  office  does  not  properly  safeguard  undeposited  receipts  as  required  by 
state  policy.  State  policy  requires  that  collections  be  stored  in  a  locked  box  and 
appropriately  secured.  The  policy  requires  that  collections  be  secured  both  during 
nonworking  and  working  hours.  During  working  hours  cash  boxes  or  drawers  should 
be  locked  when  the  person  responsible  is  away  from  the  work  station. 

The  office's  elections  bureau  keeps  checks  and  cash  in  an  envelope  in  an 
unlocked  drawer  during  the  day  and  overnight.  Checks  at  the  UCC  Bureau  are  kept 
in  trays  during  the  day  and  are  not  vaulted  at  night.  Notary  Public  filings  are  kept 
in  a  tray  during  the  day  but  are  vaulted  at  night.  In  each  instance  checks  are  left 
unsecured  during  the  day  when  individual  workers  leave  their  desks. 

The  office  should  ensure  all  checks  are  appropriately  secured  during 
nonworking  and  working  hours.  An  office  official  indicated  management  was  not 
aware  that  election  bureau  receipts  are  stored  in  an  unlocked  desk  drawer  and  that 
checks  are  not  vaulted  overnight. 

Undeposited  Checks 

In  the  previous  four  audits,  we  recommended  the  office  deposit  its  filing 
receipts  in  a  timely  manner.  State  law  requires  all  moneys  be  deposited  daily  with 
the  State  Treasurer  whenever  the  accumulated  amount  of  collections  exceed  $500. 

An  office  official  said  there  are  times  when  up  to  4,800  annual  reports  remain 
unfiled.  We  calculate  that  the  related  undeposited  receipts  could  amount  to  $48,000. 
Due  to  the  untimely  deposits,  interest  income  is  lost.  When  deposits  are  made,  the 
funds  are  invested  by  the  state  Board  of  Investments  to  earn  interest  income  for  the 


state's  General  Fund.    Untimely  deposits  also  increase  the  risk  of  loss  or  misuse  of 
funds. 

Under  the  current  organizational  structure,  office  officials  believe  additional 
FTE  would  be  required  to  ensure  receipts  are  deposited  in  accordance  with  state  law. 
We  discussed  several  ideas  with  office  officials  which  could  streamline  the  cash 
collection  and  accounting  process  and  hasten  deposits.  An  office  official  indicated 
the  office  may  seek  legislation  which  would  make  all  filing  fees  non-refundable.  We 
also  discussed  the  merits  of  seeking  legislation  which  would  eliminate  the  requirement 
to  maintain  a  fee  book  for  all  fees  collected  by  the  office.  Without  such  changes  the 
office  may  need  to  prioritize  its  human  resources.  This  may  cause  a  delay  in  the  time 
required  to  file  documents.  If  the  delay  in  filing  documents  is  unacceptable,  the 
office  may  need  additional  FTE. 

RECOMMENDATION  #2 

We  recommend  the  Secretary  of  State's  Office: 

A.  Restrictively    endorse    all    checks    immediately    upon    receipt    In 
accordance  with  state  policy. 

B.  Establish  procedures  to  ensure  check  receipts  are  properly  secured 
in  accordance  with  state  policy. 

C.  Deposit  cash  receipts  In  the  State  Treasury  on  a  timely  basis  In 
accordance  with  state  law. 


SUPPORT  DOCUMENTATION 

The  office  did  not  comply  with  state  policy  requiring  Statewide  Budgeting 
and  Accounting  System  (SBAS)  documents  to  be  properly  and  adequately  supported. 
The  office  could  not  provide  support  documentation  for  7  of  21  journal  vouchers 
which  we  tested.  These  unsupported  documents  transferred  expenditures  of  $15,638 
between  funds  and  expenditure  objects. 

The  office  routinely  makes  entries  to  SBAS  using  journal  vouchers.  These 
documents  are  used  to  satisfy  many  miscellaneous  and  special  financial  transaction 
needs,  such  as  corrections  and  adjustments  to  previously  established  amounts.  Agency 
personnel  stated  the  office  could  not  explain  why  certain  journal  voucher  transactions 
were  recorded  because  an  employee  of  the  previous  Secretary  of  State  did  not 
maintain  support  documentation  for  these  transactions.  Consequently,  we  were 
unable  to  determine  the  propriety  of  these  expenditure  transfers. 


RECOMMENDATION  #3 

We  recommend  the  Secretary  of  State's  Office  maintain  documentation 

supporting  all  journal  voucher  transactions  input  to  the  state's  accounting 

system. 

CANVASSING  INFORMATION  CHARGES 

State  law  is  unclear  regarding  the  amount  the  office  should  charge  for 
documents  reproduced  onto  computer  medium  such  as  computer  diskettes.  The  law 
mandates  the  amount  of  most  fees  charged  by  the  office.  However,  it  does  not 
specify  the  amount  the  office  should  charge  for  copying  computer  files  such  as 
canvassing  information. 

In  1988  the  office  distributed  election  canvassing  information  copied  on 
computer  diskette,  rather  than  on  paper  documents,  at  a  charge  of  $290  per  diskette. 
The  charge  was  arrived  at  by  multiplying  the  approximate  number  of  pages  on  the 
diskette,  580  pages  by  $.50  per  page  as  required  by  law.  Although  in  this  instance 
the  amount  charged  for  the  canvassing  information  approximated  the  cost  of  copying 
it,  office  personnel  indicated  state  law  was  unclear  on  the  amount  to  charge  for 
information  distributed  by  their  office  on  computer  diskette. 

RECOMMENDATION  #4 

We  recommend  the  Secretary  of  State's  Office  seek  legislation  establishing 

authority  to  set  the  rate  charged  for  information  reproduced  on  computer 

medium. 


PRIOR  AUDIT  RECOMMENDATIONS 

The  previous  audit  of  the  office  contained  three  recommendations.  Two 
recommendations  are  still  applicable  to  the  office's  operations.  One  has  been 
implemented.  One  has  not  been  implemented.  The  recommendation  that  has  not 
been  implemented  concerns  the  untimely  deposit  of  cash  receipts  discussed  on  page  5 
of  this  report. 


INDEPENDENT  AUDITOR'S  REPORT 
AND  AGENCY  FINANCIAL  SCHEDULES 


SUMMARY  OF  AUDIT  OPINION 

The  financial  schedules  are  prepared  from  the  Statewide  Budgeting  and 
Accounting  System  without  adjustments  for  errors  noted  during  the  audit.  The 
auditor's  opinion  issued  in  this  report  is  intended  to  convey  to  the  reader  of  the 
financial  schedules  the  degree  of  reliance  which  can  be  placed  on  the  amounts 
presented. 

The  opinion  on  the  Schedule  of  Changes  in  Fund  Balances  for  the  two  fiscal 
years  ended  June  30,  1988  means  the  reader  of  the  financial  schedules  should  be 
cautious  when  using  this  financial  information.  This  schedule  is  misstated  since  the 
office  failed  to  transfer  the  $162,057  fund  balance  from  the  Uniform  Commercial 
Code  Special  Revenue  Fund  to  the  General  Fund  as  required  by  state  law. 

The  opinion  on  the  Schedule  of  Budgeted  Revenue  and  the  Schedule  of 
Budgeted  Expenditures  by  Object  and  Fund  for  each  of  the  two  fiscal  years  ending 
June  30,  1987  and  1988,  means  the  reader  of  these  financial  schedules  may  rely  on 
the  fairness  of  the  information  presented. 


LEGISLATIVE  AUDITOR: 
SCOTT  A.  SEACAT 

LEGAL  COUNSEL: 

JOHNW.NORTHEY 


STATE  OF  MONTANA 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARY  BRYSON 
Operations  and  EOP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  financial  schedules  of  the  Office  of  the 
Secretary  of  State  for  each  of  the  two  fiscal  years  ended  June  30,  1987  and  1988,  as 
shown  on  pages  11  through  16.  The  information  contained  in  these  schedules  is  the 
responsibility  of  the  office's  management.  Our  responsibility  is  to  express  an  opinion 
on  those  financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing 
standards.  Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain 
reasonable  assurance  about  whether  the  financial  schedules  are  free  of  materia! 
misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence  supporting  the 
amounts  and  disclosures  in  the  financial  schedules.  An  audit  also  includes  assessing  the 
accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as 
evaluating  the  overall  financial  schedule  presentation.  We  believe  that  our  audit  provides 
a  reasonable  basis  for  our  opinion. 

As  described  in  Note  1,  these  financial  schedules  are  prepared  in  accordance  with 
state  accounting  policy  and  are  not  intended  to  be  a  presentation  in  conformity  with 
generally  accepted  accounting  principles. 

The  transfer  of  the  fund  balance  from  the  Uniform  Commercial  Code  Special 
Revenue  Fund  to  the  General  Fund  at  the  end  of  each  fiscal  year  is  required  by  state 
law.  This  transfer  was  not  made  in  fiscal  year  1986-87  or  fiscal  year  1987-88.  This 
caused  support  from  the  state  to  be  overstated  by  $162,057  and  residual  equity  transfers 
in  to  be  understated  by  $162,057  in  the  General  Fund  in  fiscal  year  1986-87.  Residual 
equity  transfers  out  were  understated  in  fiscal  year  1986-87  by  $162,057  and  the  ending 
fund  balance  at  June  30,  1988  to  be  overstated  by  $162,057  in  the  Special  Revenue  Fund. 


In  our  opinion,  except  for  the  effect  of  the  matter  discussed  in  paragraph  four, 
the  Schedule  of  Changes  in  Fund  Balance  for  the  two  fiscal  years  ended  June  30,  1988 
present  fairly,  in  all  material  respects,  the  results  of  operations  of  the  Office  of  Secretary 
of  State  for  each  of  the  two  fiscal  years  ending  June  30,  1987  and  1988  in  conformity 
with  the  basis  of  accounting  described  in  Note  1. 

In  our  opinion,  the  Schedule  of  Budgeted  Revenue  -  Estimated  and  Actual,  and 
the  Schedule  of  Budgeted  Program  Expenditures,  by  Object  and  Fund  -  Budget  and 
Actual,  for  the  two  fiscal  years  ended  June  30,  1988  present  fairly,  in  all  material 
respects,  the  results  of  operations  of  the  Office  of  the  Secretary  of  State  for  each  of  the 
two  fiscal  years  ending  June  30,  1987  and  1988,  in  conformity  with  the  basis  of 
accounting  described  on  Note  1. 

Respectfully  submitted, 

James  Gillett,  CPA 
Deputy  Legislative  Auditor 


February  6,  1989 
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OFFICE  OF  THE  SECRETARY  OF  STATE 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1988 


FUND  BALANCE:  July  1,  1986 
ADDITIONS : 


General  Fund 
$ lO^ 


Special 

Revenue 

Funds 

87.473 


Fiscal  Year  1986-87 
Budgeted  Revenue 
Support  From  State  Of  Montana 

Fiscal  Year  1987-88 
Budgeted  Revenue 
Nonbudgeted  Revenue 
Prior  Year  Expenditure  Adjustments 
Total  Additions 


846,543 

547,853 

12,799 

797,435 

532,453 

13.281 

10,847 

456 

246 

1.670.514 

1,091.399 

REDUCTIONS : 


Fiscal  Year  1986-87 
Budgeted  Expenditures 
Prior  Year  Expenditure  Adjustments 
Prior  Year  Revenue  Adjustments 

Fiscal  Year  1987-88 
Budgeted  Expenditures 
Nonbudgeted  Expenditures 
Prior  Year  Revenue  Adjustments 
Support  To  State  Of  Montana 
Total  Reductions 

FUND  BALANCE:  June  30,  1988 


845,388 

13,650 

304 


545,399 

13,257 

3,462 

249.054 

1.670.514 


459,014 
16,226 


567 
10 

,917 
,847 
137 

1.054 

,141 

$  124 

.731 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting 
System.   Additional  information  is  provided  in  the  notes  to  the  financial 
schedules  on  pages  15  through  16. 
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OFFICE  OF  THE  SECRETARY  OF  STATE 

SCHEDULE  OF  BUDGETED  REVENUE  -  ESTIMATED  &  ACTUAL 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1988 


Licenses 

Charges 

Sale  of 

and 

for 

Documents  & 

Permits 

Services 

Miscellaneous 

Merchandise 

Total 

Fiscal  Year  1987-88 

GENERAL  FUND 

Estimated  Revenue 

$652,500 

$  55,000 

$1,000 

$708,500 

Actual  Revenue 

720.103 

76,501 

_831 

797,435 

Collections  Over 

(Under)  Estimate 

$,67,603 

$.21,501 

$  (169) 

$_88,935 

SPECIAL  REVENUE  FUND 

Estimated  Revenue 

$385,000 

$150,500 

$535,500 

Actual  Revenue 

377,828 

154,625 

532.453 

Col  lections  Over 
(Under)  Estimate 


$  (7.172) 


Fiscal  Year  1986-87 

GENERAL  FUND 

Estimated  Revenue 

$557,000 

$  93,820 

Actual  Revenue 

727.466 

117.987 

Collections  Over 

(Under)  Estimate 

$170,466 

$  24.167 

SPECIAL  REVENUE  FUND 

Estimated  Revenue 

$180,000 

Actual  Revenue 

427.128 

Collections  Over 

(Under)  Estimate 

$247,128' 

$1,000 
1.090 

$_90 


$145,500 
120.725 


$651,820 
846.543 


$325,500 
547.853 


The  actual  revenue  in  the  Special  Revenue  Fund  exceeded  the  estimated  revenue  primarily  due  to  an  unanticipated 
increase  in  agricultural  lien  filings. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is 
provided  in  the  notes  to  the  financial  schedules  on  pages  15  through  16. 
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OFFICE  OF  THE  SECRETARY  OF  STATE 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES 

BY  OBJECT  AND  FUND  -  BUDGET  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1988 


PERSONAL  SERVICES 
Salaries 

Employee  Benefits 
Total 

OPERATING  EXPENSES 
Contracted  Services 
Supplies  &  Materials 
Communications 
Travel 
Rent 

Repair  &  Maintenance 
Other  Expenses 
Total 

EQUIPMENT  AND  INTANGIBLE  ASSETS 
Equipment 
Intangible  Assets 
Total 

DEBT  SERVICE 
Leases 

Installment  Purchases 
Total 

TOTAL  PROGRAM  EXPENDITURES 

GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 

SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


Records 

Administrative 

Management 

Code 

$ 

Total 

$412,607 

$  68,483 

481,090 

91.200 

15,085 

106,285 

,503,807 

,  83,568 

- 

587.375 

280,646 

84,876 

365,522 

31,704 

3,502 

35,206 

48,106 

11,224 

59,330 

13,374 

1,322 

14,696 

26,677 

4,684 

31,361 

5,424 

816 

6,240 

3.404 

532 

3.936 

409,335. 

.106.956 

- 

516,291 

5,280 

(273) 

5,007 

250 

- 

250 

5.530 

(273) 

5,257 

2,715 

479 

3,194 

1.019 

180 

1,199 

3,734 

659 

- 

4.393 

$922,406 

n90.910 

$1 

.113.316 

$554,057 

$ 

554,057 

545.399 

545.399 

$ 8. 658 

$= 

8.658 

$383,930 

$193,550 

$ 

577.480 

377.007 

190,910 

567,917 

$  6,923 

$  2.640 

$= 

9,563 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System. 
Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on 
pages  15  through  16. 
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OFFICE  OF  THE  SECRETARY  OF  STATE 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES 

BY  OBJECT  AND  FUND  -  BUDGET  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1987 


PERSONAL  SERVICES 
Salaries 

Employee  Benefits 
Total 


Records 
Management 


465,075 
101.330 
566.405 


Administrative 
Code 

$  75,280 
15.856 
91.136 


Total 


540,355 
117.186 


OPERATING  EXPENSES 
Contracted  Services 
Supplies  &  Materials 
Communications 
Travel 
Rent 

Repair  &  Maintenance 
Other  Expenses 
Total 

EQUIPMENT  AND  INTANGIBLE  ASSETS 
Equipment 
Total 

LOCAL  ASSISTANCE 
From  State  Sources 
Total 

TOTAL  PROGRAM  EXPENDITURES 

GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


415,399 

43,107 

458,506 

29,335 

4,937 

34,272 

60,294 

12,295 

72,589 

7,992 

1,696 

9,688 

23,145 

7,699 

30,844 

6,309 

2,263 

8,572 

3,512 

859 

4,371 

545. 

,986 

4, 

570 

4. 

,570 

22 

,934 

22 

,934 

$1.139 

.895 

$  849,549 

845.388 

$    4.161 


72,856 

- 

618,842 

515 
515 

— 

5.085 
5.085 

22,934 
22.934 

$164,507 

$1 

$ 

$1 

.304.402 

849,549 

845,388 

4,161 

SPECIAL  REVENUE  FUND 

Budgeted  $   297,120 

Actual  294.507 

Unspent  Budget  Authority  $    2.613 


$165,481   $  462,601 

164.507      459.014 

$    974   $    3.587 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System. 
Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on 
pages  15  through  16. 
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OFFICE  OF  THE  SECRETARY  OF  STATE 

NOTES  TO  THE  FINANCIAL  SCHEDULES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1988 

1.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

Basis  of  Accounting 

The  Office  of  the  Secretary  of  State  uses  the  modified  accrual  basis  of 
accounting,  described  in  the  Montana  Operations  Manual,  for  the  General  and  Special 
Revenue  Funds. 

Under  the  modified  accrual  basis  of  accounting  expenditures  are  recorded  for 
valid  obligations.  A  valid  obligation  exists  when  the  related  liability  is  incurred 
except  for  the  following  items  which  are  also  considered  valid  obligations  under  state 
accounting  policy. 

If  the  appropriation  provided  funds  to  complete  a  given  project,  the 
entire  amount  of  a  service  contract  may  be  accrued  even  though  the 
services  are  rendered  in  fiscal  years  subsequent  to  the  fiscal  year  in 
which  the  expenditure  is  accrued. 

Equipment  expenditures  may  be  charged  against  the  fiscal  year  in 
which  budgeted. 

Goods  ordered,  but  not  received  as  of  the  fiscal  year-end,  may  be 
accrued  if  the  purchase  order  was  issued  prior  to  fiscal  year-end. 

Obligations  for  employees'  vested  annual  leave  and  sick  leave  are 
recorded  as  expenditures  when  paid. 

Revenues  under  the  modified  accrual  basis  of  accounting  are  recognized  when 
measurable  and  available.  "Available"  means  the  revenue  will  be  received  soon 
enough  to  pay  liabilities  of  the  current  period. 

Basis  of  Presentation 

The  financial  schedules  were  prepared  from  the  Statewide  Budgeting  and 
Accounting  System  (SBAS)  without  adjustments.  Accounts  are  organized  on  the  basis 
of  funds  according  to  state  law.  The  following  funds  are  used  by  the  office: 

General  -  accounts  for  all  financial  resources  except  those  required  to  be 
accounted  for  in  another  fund.  The  major  functions  accounted  for  in  the 
General  Fund  by  the  Office  of  the  Secretary  of  State  are  the  corporation  and 
Elections  Activities. 


Special  Revenue  -  accounts  for  the  proceeds  of  specific  revenue  sources  that 
are  legally  restricted  to  expenditures  for  specified  purposes.  Legislative 
appropriations  are  required  to  spend  from  this  fund  type.  The  Special 
Revenue  Fund  of  the  Office  of  the  Secretary  of  State  accounts  for  the 
Uniform  Commercial  Code  activity,  Agricultural  Lien  activity  and  also  the 
sales  of  the  Administrative  Rules  of  Montana  and  Montana  Administrative 
Register. 


2.  VACATION  AND  SICK  LEAVE 

Employees  are  paid  for  100  percent  of  unused  vacation  and  25  percent  of 
unused  sick  leave  credits  upon  termination.  Accumulated  unpaid  liabilities  for 
vacation  and  sick  leave  are  not  reflected  in  the  financial  schedules  of  the  Office  of 
the  Secretary  of  State.  Expenditures  for  termination  pay  are  absorbed  in  the  annual 
operational  costs  of  the  office.  At  June  30,  1988,  the  office  had  a  liability  of  $38,142 
for  vacation  and  $12,984  for  sick  leave. 

3.  PENSION  PLAN 

Employees  are  covered  by  the  Montana  Public  Employees'  Retirement  System 
(PERS).  The  office's  contribution  to  the  plan  was  $32,478  in  fiscal  year  1986-87  and 
$29,225  in  fiscal  year  1987-88. 

4.  GENERAL  FUND  BALANCE 

The  General  Fund  is  a  Statewide  Fund.  Agencies  do  not  have  a  separate 
General  funds  since  their  only  authority  is  to  pay  obligations  from  the  Statewide 
General  Fund  as  long  as  they  stay  within  their  appropriation  limits.  Thus,  on  an 
agency  schedule,  the  fund  balance  will  always  be  zero  for  the  General  Fund. 

5.  AGRICULTURAL  LIEN  ACTIVITY 

As  a  result  of  the  repeal  of  section  30-9-422,  MCA,  the  Uniform  Commercial 
Code  activity  was  transferred  from  the  General  Fund  to  the  Special  Revenue  Fund 
beginning  in  fiscal  year  1987-88.  This  change  decreased  General  Fund  revenue  and 
increased  Special  Revenue  Fund  revenue  by  approximately  $91,000. 
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AGENCY  RESPONSE 


SECRETARY  OF  STATE 

STATE  OF  MONTANA 


MikeCooney  '^,-         ''  Montana  State  Capitol 

Secretary  of  State  -.^    '     .  .r  Helena,  Montana  59620 


April  14, 1989 

RECErVED 

APR  '  -"  i9F3 
Mr.  Scott  A.  Seacat  ^  '^'~' 

Legislative  Auditor  :,'pj,f,-,  i  njid^ti  -  /..,ij,(of 

State  Capitol 

Helena,  Montana   59620 

Dear  Mr.  Seacat: 

I  appreciate  this  opportunity  to  respond  to  the  recommendations  outlined  in  your  audit 
report.  In  addition,  I  want  to  commend  your  fine  staff  for  their  professionalism  and 
courtesy  during  the  audit  period. 

Without  further  delay,  I  will  outline  in  some  detail  my  response  to  the 
recommendations  made  in  the  audit  report. 

Recommendation  £1 

Report  recommendation  "A":  "Analyze  and  identify  all  UCC  Bureau  costs  associated 
with  administering  the  centralized  filing  program." 

Response  to  recommendation  "A":  The  Secretary  of  State  has  delayed  any  change  in 
fee  structure  for  the  UCC  Bureau  pending  such  a  review.  The  components  of  this 
review  will  be  better  determined  subsequent  to  a  final  decision  regarding  the 
feasibility  of  cost  savings  due  to  the  installation  of  the  Wang  computer  system.  The 
value  of  this  recommendation  is  understood,  and  a  complete  analysis  shall  be 
conducted  at  the  earliest  possible  time. 

Report  recommendation  "B":  "Transfer  the  fund  balance  from  its  Uniform 
Commercial  Code  Special  Revenue  Fund  to  the  General  Fund  as  required  by  law  and 
consider  seeking  legislation  allowing  the  UCC  Bureau  to  build  a  fund  balance." 

Response  to  recommendation  "B":  This  legislature  has  passed  a  bill  by  Senator  Regan, 
Senate  Bill  78,  which  will  de-earmark  our  UCC  Special  Revenue  Fund,  and  in  so  doing 
instructs  our  office  to  return  any  remaining  fund  balance  to  the  General  Fund  no  later 
than  June  30,  1989.  We  shall  comply  with  the  law  in  this  regard,  and  shall  return  our 
remaining  fund  balance  to  the  general  fund  no  later  than  June  30,  1989. 

Report  recommendation  "C":  "Develop  an  'Income  Model'  to  help  analyze  the  impact 
of  changes  in  revenues  and  expenditures  over  a  period  of  time  and  to  help  establish 
fees  commensurate  with  costs." 
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Page  Two 

Response  to  recommendation  "C":  This  recommendation  is  related  to  the  analysis 
agreed  to  in  recommendation  "A"  of  this  section.  This  office  intends  to  seek  the 
assistance  of  the  legislative  auditor  in  the  development  of  this  'Income  Model"  and 
intends  to  use  this  model  in  the  continual  review  of  fee  levels. 

Recommendation  #2: 

Report  recommendation  "A":  "Restrictively  endorse  all  checks  immediately  upon 
receipt  in  accordance  with  state  policy." 

Response  to  recommendation  "A":  Office  procedure  in  this  regard  has  changed  to 
meet  this  recommendation.  All  checks  are  now  restrictively  endorsed  upon  the  mail 
being  opened  by  agency  personnel. 

Report  recommendation  "B":  "Establish  procedures  to  ensure  check  receipts  are 
properly  secured  in  accordance  with  state  policy." 

Response  to  recommendation  "B":  Office  procedures  have  been  altered  to  comply 
with  this  requests.  During  working  hours,  all  funds  are  kept  in  locked  drawers  when 
not  being  worked  on  by  agency  staff.  After  closing,  funds  are  kept  in  the  agency  safe 
located  in  the  UCC  Bureau. 

Report  recommendation  "C":  "Deposit  cash  receipts  in  the  State  Treasury  on  a  timely 
basis  in  accordance  with  state  law." 

Response  to  recommendation  "C":  This  office  understands  the  position  of  the 
legislative  auditor,  and  the  statutory  basis  for  this  recommendation.  As" accurately 
described  in  the  audit  report,  the  flow  of  documents,  and  the  current  statutory  process 
for  acceptance  of  this  documents,  restricts  the  agency's  current  ability  to  change  office 
procedure  to  meet  this  recommendation. 

The  Secretary  of  State  will  review  the  various  options  available  to  enhance  the  agency's 
ability  to  deposit  receipts  in  a  more  timely  basis.  Among  the  options  currently  under 
consideration  is  legislation  which  would  make  all  fees  paid  to  the  Secretary  of  State 
non-refundable.  This  would  allow  immediate  detachment  of  funds  from  documents, 
and  in  turn  allow  abbreviated  "fee  sheets"  for  accounting  of  these  funds.  The  agency 
pledges  progress  in  this  regard  with  the  intent  to  achieve  full  compliance. 

Recommendation  #3 

Report  recommendation:  "We  recommend  the  Secretary  of  State's  Office  maintain 
documentation  supporting  all  journal  voucher  transactions  input  to  the  state's 
accounting  system." 

Response  to  recommendation:  The  agency  agrees  with  the  necessity  of  this 
recommendation,  and  intends  to  comply  fully.  The  Chief  Deputy  has  established  a 
format  of  memo  authorization  with  the  Administrative  Officer.  Receipt  of  such 
correspondence  is  necessary,  under  new  office  policy,  to  affect  a  journal  transfer. 
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Page  Three 

Recommendation  #4 

Report  recommendation:  "We  recommend  the  Secretary  of  State's  Office  scei< 
legislation  establishing  authority  to  set  the  rate  charged  for  information  reproduced  on 
computer  medium." 

Response  to  recommendation:  Such  legislation  was  attempted  during  this  legislative 
session  as  part  of  House  Bill  730,  a  bill  which  would  have  allowed  the  Secretary  of 
State  to  compile  and  distribute  statewide  voter  registration  lists.  This  legislation 
outlined  various  forms  of  acceptable  distribution  among  which  was  computer  data. 

The  agency  agrees  with  the  recommendation,  and  will  continue  to  seek  legislation  in 
this  regard.  House  Bill  730  was  defeated  for  reasons  unrelated  to  this  goal,  and 
therefore  it  has  been  identified  by  the  agency  that  the  issue  should  be  separated  for 
introduction  to  the  52nd  legislature. 

In  the  meantime,  the  agency  intends  to  follow  the  expressed  intent  of  the  law  to  charge 
$  .50  for  paper  copies,  and  m  other  cases  to  determine  cost  as  a  function  of  the  most 
reasonable  measure  available. 

Conclusion 

This  concludes  our  response  to  the  audit  recommendations  presented  in  the  Financial- 
Compliance  Audit  of  the  Office  of  the  Secretary  of  State  for  the  two  fiscal  years  ending 
June  30,  1988,  Please  contact  Chief  Deputy  Doug  Mitchell,  or  Administrative  Officer 
■^e  Ross  should  you  have  any  additional  requests  for  information. 


Mike  Cooney 
Secretary  of  State 
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